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WHAT WORKERS NEED TO KNOW ABOUT
SOCIAL SECURITY AS THEY PLAN
FOR THEIR RETIREMENT

TUESDAY, JULY 29, 2014

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SOCIAL SECURITY
Washington, DC.

The Subcommittee met, pursuant to notice, at 11:00 a.m., in
Room B-318, Rayburn House Office Building, the Honorable Sam
Johnson [Chairman of the Subcommittee] presiding.

[The advisory of the hearing follows:]

o))
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Chairman Johnson Announces Hearing on
What Workers Need to Know About
Social Security as They Plan
for Their Retirement

B-318 Rayburn House Office Building at 11:00 AM
Washington, July 22, 2014

U.S. Congressman Sam dJohnson (R-TX), Chairman of the House Committee on
Ways and Means Subcommittee on Social Security announced today that the Sub-
committee will hold an oversight hearing on what workers need to know about So-
cial Security as they plan for their retirement. The hearing will take place on
Tuesday, July 29, 2014 in B-318 Rayburn House Office Building, beginning
at 11:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing. A
list of invited witnesses will follow.

BACKGROUND:

After paying payroll taxes throughout their lifetimes, workers and their families
count on the essential income replacement Social Security provides should they re-
tire, become disabled, or die. Nine out of ten seniors age 65 and older receive Social
Security benefits, which are a major source of income for most seniors.

Future retirees face far more questions than answers, as according to last year’s
Annual Report of the Social Security Board of Trustees, unless Congress acts, reve-
nues will cover only 77 percent of scheduled benefits beginning in 2033. Worse, reve-
nues will cover only 80 percent of disability benefits beginning in 2016. These find-
ings will soon be updated in the 2014 Annual Report.

Social Security is central to retirement security, yet Social Security’s complex ben-
efit formula is often confusing to workers and their spouses. Lifetime benefit
amounts can vary based on income, marital status, and life expectancy, as well as
when an individual claims benefits, making it difficult for individuals to know when
they should retire and the benefit amount they will receive. In addition to general
information on its website, the Social Security Administration makes available on-
line and periodically mails the Social Security Statement with estimated future ben-
efits and also provides a Retirement Estimator on its website to allow users to esti-
mate their benefit amounts. Even with these tools, few workers know the amount
of benefits they can expect to receive from Social Security.

Further, as workers plan for their retirement security, they should also consider
any employer pension they may receive, along with other assets they may accumu-
late, such as IRAs. Understanding the portion of retirement income Social Security
represents is also important for policymakers as they weigh options to strengthen
Social Security. It is an increasing challenge to comprehensively measure retirement
income, since the amount of monthly income derived from retirement accounts, such
as 401(k)s and IRAs, can vary widely and is often underreported.

In announcing the hearing, Social Security Subcommittee Chairman Sam Johnson
(R-TX) stated,“Hardworking Americans are increasingly facing real chal-
lenges in being able to achieve a secure retirement. Not only will Social Se-
curity be unable to pay full benefits in 2033 unless Congress acts, but the
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rules are so complex that workers need help in figuring out their benefits.
Americans want, need, and deserve a Social Security program they can
count on and understand.”

FOCUS OF THE HEARING:

The hearing will focus on the financial status of Social Security programs, the fac-
tors influencing the benefits paid, the status of Americans’ retirement readiness and
how workers can be helped to better plan for their retirement.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov/, select “Hearings.” Select the hearing for which you
would like to submit, and click on the link entitled, “Click here to provide a submis-
sion for the record.” Once you have followed the online instructions, submit all re-
quested information. ATTACH your submission as a Word or WordPerfect docu-
ment, in compliance with the formatting requirements listed below, by the close
of business on Tuesday, August 12, 2014. Finally, please note that due to the
change in House mail policy, the U.S. Capitol Police will refuse sealed-package de-
liveries to all House Office Buildings. For questions, or if you encounter technical
problems, please call (202) 225-1721 or (202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://www.waysandmeans.house.gov/.

——

Chairman JOHNSON. Well, good morning and welcome. Yester-
day the Social Security Board of Trustees, folks who provide us
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with results of Social Security’s annual financial check-up, again
sounded the alarm over the Social Security financial health.

Unless Congress does its job, full benefits can’t be paid on time
beginning in just two years for those receiving disability benefits.
Further, when today’s 48 year-old workers reach their full retire-
ment age in 2033, they and everyone else receiving retirement and
survivor benefits will see a 23% cut. Today, 9 out of 10 seniors, age
65 and older receive Social Security benefits, which is a major
source of income for most seniors.

Since I've been Chairman, I've been committed to making sure
that Social Security will be there, not just for today’s seniors, but
for their children and grandchildren. The price of delay gets higher
every year, so the sooner we act the better.

As public trustees informed us yesterday, the changes needed
today are bigger than what Congress passed in 1983. It is no won-
der that young people don’t believe they will ever receive benefits.

A recent survey by Transamerica Center for Retirement Studies
survey found that 81% of those between the ages of 18 and 34
today don’t believe Social Security will exist when it comes time for
them to retire.

As a result, these young people expect most of their retirement
to be self-funded, resulting in 70% of them already saving for re-
tirement. With the retirement of the baby boomers, the decline in
traditional pensions, stagnant wages that make it even harder for
Americans to save and Social Security impending inability to pay
full benefits, Americans face a challenging retirement security
landscape.

Bottom line, Americans want, need, and deserve a Social Secu-
rity program they can count on. But just as important, a program
they can understand.

For instance, older workers getting ready to retire are trying to
determine when they should retire, and what benefits they should
apply for, yet deciding when to take Social Security benefits isn’t
just a question of how old you are. Workers have to answer ques-
tions like “How long am I going to live? Do I want to keep working?
How much will my spouse receive from Social Security?”

As we will hear today, taking benefits at the wrong time can cost
thousands of dollars. While Social Security has some tools to help,
sometimes these tools aren’t all that helpful. So what happens
when well-meaning programs become so complex that Americans
need paid help to figure out what their benefits are? Americans

ay.
In the disability program many pay lawyers to help them receive
disability benefits, while others pay financial planners to help them
figure out retirement benefits. Worse, those who can’t afford the
help pay with fewer or lower benefits than they deserve. And that
is just wrong. There has to be a better way.

Today’s hearing isn’t just about ensuring that Social Security will
be there for current and future generations, but starting a much
needed conversation about what workers need to know about Social
Security as they plan for their retirement.

I want to thank all of our witnesses for being here today and I
look forward to hearing your testimony. And I now recognize rank-
ing member, Mr. Becerra for his opening statement.
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Mr. BECERRA. Mr. Chairman, before I begin my opening state-
ment, I want to again, register my concern that we will be dis-
cussing the Social Security Trustees report which was released yes-
terday without hearing from the author of and the foremost expert
on that report. That’s the Social Security Chief Actuary, Stephen
Goss. I would like to insert into the record the letter that I sent
to you registering the Democrats’ concern that Chief Actuary Goss
was not invited to testify at our hearing to provide a neutral, non-
partisan explanation of the facts before we are presented with par-
tisan policy recommendations. I'd like to submit that into the
record Mr. Chairman.

Chairman JOHNSON. You could have invited him. You know.

Mr. BECERRA. Mr. Chairman, we had one witness out of five or
six
. Chairman JOHNSON [continuing]. You could have invited

im

Mr. BECERRA [continuing]. And we chose to invite someone as
well an official witness is usually invited.

Chairman JOHNSON. Does anybody object to having it put in
the record? Okay.

[The information follows:]
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SUBCOMMITTEE ON SOCIAL SECURITY

July 28, 2014

The Honorable Sam Johnson

Chairman, Subcommittee on Social Security
B-317 Rayburn House Office Building
Washington, D.C., 20515

mw S

1 appreciate the opportunity we had last week to discuss the witnesses invited to
testify at Tuesday’s hearing. Your decision not to invite the author of the 2014
Social Security Trustees Report, Mr. Stephen Goss, Social Security’s Chief
Actuary, to testify is troubling. One of the stated purposes of this hearing,
scheduled to take place the day after the 2014 Social Security report is released, is
to “focus on the financial status of the Social Security programs”. The only
witness you invited with some level of involvement in the report will be a political
appointee, Charles Blahous.

Mr. Blahous, the Republican appointee to the board that oversees the report, is a
long-time advocate of privatizing Social Security and cutting its guaranteed
benefits, including cutting COLAs for current seniors using the chained CPI.
While Republicans and Democrats have different policy views on Social Security,
Americans regardless of political affiliation rely on it. They earn their Social
Security benefits by working and paying into the Trust Fund -- thereby ensuring
foundational economic security for themselves and their families in the event of
retirement, career-ending disability, or premature death. -

The continued success and strength of Social Security can be undermined by a
lack of bipartisan support and action in Congress. That's why our subcommittee's
role overseeing and fact-finding on Social Security is so important and
indispensable. To do our work properly, we need to hear from the nation’s
foremost expert on the 2014 Social Security report, the Chief Actuary for Social
Security. :



I strongly urge you to reconsider your decision to exclude Chief Actuary Stephen
Goss from our hearing. He is available to testify. Chief Actuary Goss would
provide a neutral, non-partisan recitation of the facts before we are presented with
partisan policy recommendations.

Sincerely,

XAVIER BECERRA
Ranking Member
Subcommittee on Social Security

Mr. BECERRA. Thank you, Mr. Chairman. For most Americans
Mr. Chairman, Social Security is the heart of retirement security.
Six out of ten seniors rely on Social Security for more than half of
their income. For almost half of Americans over 80, nearly all of
their income comes from Social Security. Without Social Security
nearly half of women over the age of 65 would be poor. Americans
have earned that vital retirement security. Over 160,000,000 Amer-
icans today pay into Social Security with their paycheck tax con-
tributions every week in exchange for economic security for them-
selves and their families.

Over its lifetime, Social Security has raised through those tax
contributions 17.2 trillion dollars and paid out 14.4 trillion dollars;
thereby, accumulating a surplus of 2.8 trillion dollars for future
benefit payments.

Now, only the highest income earners, 25% of retirees, receive
any significant income from something other than Social Security,
like an IRA or work-based retirement plan. And that’s even despite
the substantial subsidies that are provided for retirement savings
through the Tax Code.

So, Mr. Chairman, the best way for Congress to improve retire-
ment security for all Americans is by protecting Social Security
from benefit cuts and making sure it is as strong for future genera-
tions as it was for their parents and grandparents.

I am deeply concerned about the proposal several of our wit-
nesses have put forth to cut Social Security’s annual cost of living
adjustments for current seniors. The so called chained CPI would
result in deep benefit cuts for those who need them the most.

I also disagree with the proposals four of our witnesses have
made in the past to privatize Social Security, cutting its guaran-
teed benefits.

Mr. Chairman, I know I've said this before, in fact I said it at
our hearing on the Social Security Trustees report back on June of
2011. The biggest challenge facing Social Security right now is Re-
publican budget cuts in the House of Representatives.
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At our hearing in 2011, I and other Democrats on the sub-
committee asked you to hold hearings to find out how Americans
were affected by a $622,000,000 cut to the Social Security Adminis-
tration’s budget.

We never had that hearing, even though prior to 2011, our com-
mittee had a bipartisan tradition of holding oversight hearings on
SSA’s budget and its ability to serve the American public. The cuts
continued.

Since the beginning of 2011 the number of Americans receiving
Social Security has actually grown by almost 4 million people, but
the Social Security Administration budget is still lower today than
it was four years ago in 2010.

We now know some of the ways the cuts are affecting Americans
who rely on Social Security. Social Security has lost 11,000 employ-
ees as a result of these cuts, almost 15% of its workforce. Some
local Social Security offices are operating with staff shortages of
more than 25%.

Budget cuts forced Social Security to reduce the number of hours
their offices are open to the public by one fifth, including closing
offices completely on Wednesday afternoons.

Disabled workers today are waiting longer and longer to receive
their earned benefits. 14% of Americans who try to call Social Secu-
rity’s 800 number get a busy signal and those who get through are
usually put on hold. Seniors who need help are waiting in long
lines that stretch out the door of the Social Security office some-
times in the heat or icy cold.

Mr. Chairman, I again urge you to schedule a hearing on the So-
cial Security Administration’s budget so that we can examine these
budget cuts and make sure Social Security can continue its long
tradition of providing Americans with the services they paid for.

Let me enter into the record Mr. Chairman, a letter that the
Democrats on the subcommittee sent to you today, reiterating our
concerns, and requesting that we act now before the situation gets
worse.

The best thing that we can do if we do really care about Social
Security and we care about those Americans who have contributed
every month through their paychecks a tax contribution to the So-
cial Security system, is to make sure we don’t undermine the abil-
ity of the Social Security Administration to dispense the services
these Americans have paid for.

The money is there. We have challenges policy-wise to Social Se-
curity that are long term. Today we face operating budget deficits
in the billions, but Social Security has a surplus in the trillions.

And so, we have an opportunity to work together bipartisanly to
try to resolve these issues. But, Mr. Chairman, I urge you and I
submit this letter to the record that again urges this subcommittee
to do its oversight responsibility under the Constitution. To hold
the hearing on the SSA’s budget so we don’t find ourselves falling
into situations where Social Security fails to provides the benefits
that it always has, on time and in full.

With that Mr. Chairman, I request Mr. Chairman to submit this
letter into the record. And I yield back the balance of my time.

Chairman JOHNSON. Are there any objections? There’s none.

[The information follows:]
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July 29, 2014

The Honorable Sam Johnson

Chairman, Subcommittee on Social Security
Committee on Ways and Means

B-317 Rayburn House Office Building
Washington, D.C., 20515

Dear Chairman Johnson:

We are writing to urge you to schedule a hearing on Social Security’s service delivery budget as
soon as possible. As you know, our Subcommittee has a constitutional responsibility (Article 1,
Section 8) to oversee Social Security’s operations, as well as a moral obligation to ensure that all
Americans receive the Social Security they paid for. Our Committce last fulfilled its obligation
lo assess Social Security’s budget more than four years ago, when Democrats chaired the
Committee.

For nearly 80 years, the Social Security Administration (SSA) has provided renowned customer
service at an extremely cost-effective price — less than one percent of Social Security’s annual
expenditures go to administrative costs - all without adding a penny to our deficit or our debt.
Over its lifetime, Social Security has collected $17.2 trillion and paid out $14.4 trillion,
accumulating a surplus of $2.8 billion for future costs and benefit payments.

But it is increasingly clear that even Social Security’s talented and hard-working employees
can’t maintain the level of service Americans need and have paid for if Congress fails to do its
job. The number of Americans receiving Social Security has grown by more than 10 million over
the past decade as the Baby Boom generation has aged. But in 2011, House Republicans slashed
SSA’s budget, and every year since then, Social Security has received about a billion dollars a
year less than it needs to keep up with its rising workload. The funding shortfall has had real
consequences for American families — Social Security’s local offices have lost more than 10
percent of their staff that serve the public, and that means longer waiting times when Americans
visit or call the Social Security office, Social Security office closings, a 20 percent reduction in
the hours SSA offices are open to serve the public, and delays in disabled workers receiving their
full earned benefits. '
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The Honorable Sam Johnson
July 29, 2014
Page 2

The most immediate threat to Social Security is the continued failure of Congress to provide an
adequate budget to ensure that all Americans receive the correct benefit, on time and in full.

This Subcommittee should avoid any further delay in undertaking its constitutional responsibility
to hold oversight hearings on the Social Security Administration's budget. It is our duty to be
accountable stewards of Social Security.

Sincerely,
/oS D

LLOYD DOGGET
Ranfing Member Member
Socigl Security Subcommittee Social Security Subcommittee
M Quo~—  (han . S
MIKE THOMPS ATLYSON SCHYWARTZ
Member Member
Social Security Subcommittee Social Security Subcommittee

——

Chairman JOHNSON. You know on the issue of Social Security
Administration needing more money, I'd like to make two points.
One, in the last decade, Social Security received a 34% increase in
budget since GOP control. And all but one budget has been bipar-
tisan and all were signed by President Obama, your president. Just
last

Mr. BECERRA. Our President. Our President.

Chairman JOHNSON [continuing]. Just last week we learned So-
cial Security spent $300,000,000 on failed implementation of a new
computer system for the State Disability Determination Services.
That’s $300,000,000 that was wasted. We need to watch out for:

Mr. BECERRA. Mr. Chairman

Chairman JOHNSON [continuing]. That, too

Mr. BECERRA. I'm intrigued, query. I understand the Chairman
has a prerogative to make additional remarks. We are working out-
side the regular order. I just want to make sure that if the Chair-
man is going to make some remarks, we have an opportunity to
have an opportunity do the same as well. Chairman has always
been gracious in allowing that, I just want to point that out.

Chairman JOHNSON. Well, as is customary any member is wel-
come to submit a statement for the hearing record and as we move
to testimony today, I want to remind our witnesses to please limit




11

your oral statements to five minutes. However, without objections
all the written testimony will be made a part of the hearing record.

We have one witness panel today, and seated at the table are:
Charles P. Blahous, III, Ph.D., he is a public trustee, Social Secu-
rity and Medicare Boards of Trustees. Welcome aboard.

Sylvester Schieber, independent consultant.

C. Eugene Steuerle, Ph.D., Institute Fellow and Richard B.
Fischer Chair, Urban Institute.

Joan Entmacher, is that correct? Vice President, Family Eco-
nomic Security, National Women’s Law Center.

Andrew G. Biggs, Ph.D., Resident Scholar, American Enterprise
Institute.

And Laurence J. Kotlikoff, is that correct? Ph.D., William Fair-
field Warren Professor, Boston University, Boston Massachusetts.

Welcome and thank you all for being here.

Dr. Blahous, please go ahead with your testimony.

Mr. BLAHOUS. Thank you Mr. Chairman, Mr. Ranking Mem-
ber, and all the Members of the Subcommittee. It’'s a great honor
to appear before you today again to discuss the recently released
projections of the Trustees and the implications for workers’ retire-
ment planning.

Chairman JOHNSON. Turn on your microphone.

Mr. BLAHOUS. The light says it’s on,

*The CLERK. It was on, just bring it closer.

Mr. BLAHOUS. Okay.

Chairman JOHNSON. Thank you.

STATEMENT OF CHARLES P. BLAHOUS, III, Ph.D., PUBLIC
TRUSTEE, SOCIAL SECURITY AND MEDICARE BOARDS OF
TRUSTEES

Mr. BLAHOUS. With your permission, my written testimony has
a longer analysis, but I'd like to use my oral remarks to simply
make four quick points.

The first point is simply that Social Security faces a substantial
financing shortfall and as of yesterday we reconfirmed that part of
that shortfall has become an immediate problem.

In our latest projections released yesterday we projected that the
Disability Insurance Trust Fund will be depleted in the 4th quarter
of 2016. What is important to remember about that is that this is
not an indication that we only have a problem on the Disability
side. In fact what we found was that the long term shortfall in the
Old Age and Survivors Insurance Trust Fund is actually larger
than it is on the Disability side.

The reason it is showing up first on the Disability side is pri-
marily, not solely, but primarily, because the baby boomers move
through their ages of peak disability incidence before they hit re-
tirement age.

So rather than interpreting this as a problem that is solely con-
fined to DI I would urge the interpretation that it is basically the
first manifestation, the first element of financial crisis associated
with problems that are afflicting the program as a whole.

The second point I would make is that uncertainty as to how the
shortfall is going to be resolved is a threat to workers’ retirement
security for a number of reasons. One is that as long as workers
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don’t know how we are going to resolve it, the means of resolution
is unknown, workers can’t make their plans, they don’t know what
is going to be required in terms of additional tax contributions,
they don’t know what their benefits are going to be. And also, the
longer we delay, the larger the relative sacrifice that we require
from each birth cohort, because we have fewer birth cohorts that
can contribute to the solution.

Another very important factor in my judgment is that the closer
we come to say, 2033, the greater the uncertainty becomes that we
are going to be able to repair the shortfall at all within the histor-
ical financing structure of Social Security.

Just for purposes of illustration, consider that if we wanted do
a solution today, and we wanted to not raise taxes and we wanted
not to cut benefits for people now in retirement, we’d have to, re-
duce the benefits of people newly coming onto the rolls by 21%. But
if we wanted to employ that same strategy in 2033, even cutting
off the entirety of their benefits would not solve the problem then.

So clearly, by 2033, our opportunity has long passed. And there’s
a point between now and then that our opportunity to close the
shortfall within the historical financing structure disappears. And
that’s a problem, because if we can’t maintain Social Security fi-
nances under the historical financing structure, then we’d have to
find a different means of doing it and programs financed for exam-
ple from the General Fund tend to be more changeable than Social
Security, they tend to be more subject to sudden eligibility changes,
benefit changes, means tests, that sort of things, things that Social
Security has generally escaped in the past.

The third point I'd make is that the costs of Social Security are
rising faster than our economic output. That wouldn’t be a problem
if it reflected a greater national capacity to finance these benefits.
But because Social Security is not a savings program but rather an
income transfer program, basically, any benefit gains that come to
one group have to come at the cost of a different group, at least
from a financial perspective. So what is happening is we’re increas-
ing our commitments to paying higher benefits without increasing
our national capacity to finance them. And that’s an issue.

The final point I would make, Mr. Chairman, is that this may
seem paradoxical, but there certain ways in which we could actu-
ally enhance retirement security by slowing the growth of costs.
You have to remember that retirement security is not only a func-
tion of annual income and assets, but is also a function of the num-
ber of years over which you have to stretch your retirement re-
sources.

And there is a lot of evidence that the current design of Social
Security is causing people to withdraw prematurely from the work-
force and run greater risk of outliving their savings.

If we could possibly repair some of the inducements and incen-
tives in the course of slowing the growth of costs, we could simulta-
neously put the program on a sounder financial footing and in-
crease retirement security at the same time.

We also have a problem in the sense that the rising cost of fi-
nancing the current benefit formula is depressing the relationship
between workers’ pre-retirement earnings and their post-retire-
ment benefits, and that is an issue as well.
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That is particularly an issue for low income people because you
have many people who are in the situation now where they actu-
ally expect better standards of living in retirement than they have
as workers. And this has terrible implications for their ability to
put aside savings, their labor force attachment and other problems.
We see the results of that in the paucity of savings that a lot of
groups have outside of Social Security.

In conclusion, Mr. Chairman, the financing shortfall facing Social
Security, creates substantial income risks for Americans who are
planning for retirement. We can minimize this risk by enacting fi-
nancing reforms that preserve historical financing structure or re-
ducing cost growth to rates that can be financed within a stable tax
rate. Retirement income security would also be enhanced by re-
forms that increase labor force attachment and remove disincen-
tives to saving.

Thank you.

[The prepared statement of Mr. Blahous follows:]
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Statement of Charles P. Blahous
Public Trustee for Social Securityl
Before the Subcommittee on Social Security
of the U.S. House of Representatives Committee on Ways and Means

July 29, 2014

Thank you, Mr. Chairman, Mr. Ranking Member and all of the members of the subcommittee. It is
an honor to appear before you today to discuss the recently-released projections of the Social
Security trustees and their implications for workers’ retirement planning.

Social Security's Financing Challenges

Americans tend to think of retirement benefits first when thinking of Social Security. This is
understandable given that the majority of benefit payments (about 65%) are made to retired
workers. But Social Security also provides for a number of other benefits as well, including
disability benefits, spousal benefits, and benefits for widows, widowers and survivor children.
Although there are differences in the methods of computing benefits for these respective
populations, they all hinge in some fashion on the basic retirement benefit formula. This linkage
helps avoid discontinuities in benefit levels when an individual changes status, for example if a
disabled worker reaches the age of full entitlement to old-age benefits.

Payments for retired workers as well as their spouses, children and survivors are made from the
Old-Age and Survivors Insurance (OASI) trust fund. Payments for disabled workers and their
dependents are made from the Disability Insurance (D1) trust fund. Although it is common to refer
to the total finances of Social Security by combining the operations of these two funds into a
theoretical single trust fund (OASDI), by law each of Social Security’s separate trust funds, QASI
and DI, can only make benefit payments from revenues allocated to that specific fund.

Of Social Security’s two trust funds, its DI trust fund faces the more immediate threat of depletion.
Under our latest projections released yesterday, DI reserves will be depleted in the fourth quarter of
2016, at which time there will only be sufficient revenues to finance 81 percent of scheduled
benefits.

* I am also a senior research fellow with the Mercatus Center and a research fellow with the Hoover Institution.
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Figure 1: Projected DI Income, Cost and Expenditures
(As a Percentage of Taxable Payroll)
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The significance of the DI fund’s imminent depletion is that the financing crisis facing the Social
Security program, of which trustees’ reports have warned for several years, is now beginning to be
realized. Although under current law the program’s QASI fund can finance benefit payments for
several more years, this does not mean that it is in stronger long-term condition than DI. To the
contrary, the projected long-term financing shortfall in OASI is larger, in both absolute and relative
terms, than it is for DI

OASI DI
75-year average income rate 12.02 1.87
75-year average cost rate 14.57 220
Actuarial balance -2.55 -0.33

AN figures given as a percentage of tavable worker wages.

Although there are policy challenges unique to DI that warrant attention, the current situation is
very different from 1994 when lawmakers reallocated taxes from the OASI fund to the DI fund,
responding then to the fact that DI's sooner-projected depletion date reflected a larger relative
shortfall. By contrast, the earlier depletion date now projected for DI primarily reflects the fact that
the baby boomers are moving through the ages of peak DI incidence before reaching retirement age.
This impending trust fund depletion is the first crisis triggered by factors that affect DI and OASI
alike, and signals the urgency of enacting financial repairs to Social Security as a whole,

If lawmakers took no action other than to reallocate taxes between the Social Security trust funds,
then in 2033 all program beneficiaries would be subject to a sudden benefit reduction of 23% upon
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depletion of the combined trust funds. Historically, lawmakers have never permitted benefits to be
reduced or delayed as a result of trust fund insolvency. Thus, for practical purposes, more likely
outcomes are either that lawmakers will act with dispatch to repair the financing shortfall, or that it
will simply be left uncorrected, forcing an eventual abandonment of Social Security’s historical
financing structure.

Figure 2: Projected Social Security Income, Cost and Expenditures
(Theoretical Combined Trust Funds, as a Percentage of Taxable Payroll)
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Some numerical illustrations may help to illuminate the toll associated with further delaying
legislative corrections. Historically, lawmakers have been reluctant to reduce Social Security
benefits for those already receiving them. If lawmakers continued to protect current recipients from
benefit reductions under a solution enacted today, the benefits of future recipients would need to be
reduced by roughly 21% to avoid a Social Security tax increase.” If, however, financing corrections
were postponed until 2033, even the complete elimination of payments to new beneficiaries would
be insufficient to maintain solvency while permitting the uninterrupted flow of benefits to those
already receiving them.

For additional perspective, consider that Social Security’s current financing shortfall has grown
substantially larger than that corrected in the landmark program amendments of 1983. The current
shortfall of 2.88% of taxable worker wages well exceeds that of 1.82% projected in the 1982
trustees’ report. This comparison actually understates the difference because the trustees” actuarial
methodology has changed substantially since then. Employing actuarial methodology similar to
that used in 1983 would show a financing shortfall today of roughly twice the size of the previous
crisis, even relative to today’s larger economy and tax base. Thus closing the current shortfall

*This would not be a reduction of 21% from today’s levels but rather from the higher level of future benefits scheduled
under current law.
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would require legislators to enact measures roughly twice as severe as those of 1983; those
measures included delaying COLAs by six months, exposing benefits to income taxation for the
first time, bringing newly hired federal employees into the system to contribute payroll taxes,
raising the eligibility age for full retirement benefits, accelerating a previously-scheduled increase in
the payroll tax rate, and other measures. Continuing delay would ultimately require even more
severe measures. Thus we are already at the point where it has become uncertain whether
lawmakers will act quickly enough to sustain Social Security’s historical financing design, or
whether it will eventually need to be abandoned in favor of a new design in which the program is
subsidized permanently from the government’s general fund.

Risks for Participants

As the previous illustrations suggest, continued delay in addressing the Social Security financing
shortfall poses substantial risks for beneficiaries. As long as the means of closing the shortfall
remains unidentified, participants are deprived of critical information with respect to their own
eventual contributions to program financing, and cannot adjust their retirement planning
accordingly. Moreover, the longer legislative corrections are postponed, the fewer the number of
birth cohorts that can contribute to the solution, and the greater the likelihood that affected cohorts
will suffer substantial net income losses.

Program participants face mounting risks to their incomes both as taxpayers and as beneficiaries.
Projections in this year’s trustees’ report show that the current shortfall results from an excess of
scheduled benefits over tax contributions for individuals who have already entered the Social
Security system. This shortfall equals 4.4 percent of projected future wages. In other words, if
current formulae remain unchanged for those now in the system, future workers will be subjected to
anet income loss through Social Security equal to 4.4 percent of earnings. Whether this net income
loss is imposed on them as higher taxes during their working years, or as lower benefits than now
scheduled, it will cause the same net reduction in their lifetime income — unless, that is, action is
taken to slow the rate of benefit growth for older generations.

The declining certainty of legislative corrections adequate to preserve Social Security’s historical
financing structure exposes beneficiaries to additional risk. If lawmakers ultimately prove unable or
unwilling to balance scheduled benefits with dedicated program taxes, the gap might have to be
filled from the federal government’s general fund, which Americans fund largely with their income
taxes. Because not every American pays income taxes, and because Social Security benefits are not
and are unlikely to ever be based on income tax contributions, this would destroy the historical link
between contributions and benefits, and with it the philosophy of an “earned benefit.” Historically,
programs financed from the general fund have been much more prone to frequent changes in
eligibility rules and benefit levels than Social Security has historically been. Programs financed
from the general fund are also often formally means-tested, suggesting that in this scenario
individuals® other retirement saving could cause them to lose Social Security benefits. In general, a
continued failure to repair Social Security’s finances reduces Americans’ retirement income
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security in part because of the increased risk that the program will eventually need to be supported
with income taxes, support that has historically come with strings attached.

FProblematic Implications of Rising Social Security Costs

Under current formulae Social Security costs have risen and will continue to rise faster than our
national economic output. In 2007, before the baby boomers began to enter retirement, program
costs equaled 4.1% of GDP. Costs have already risen to 4.9% of GDP this year, and will continue to
rise swiftly as the baby boomers swell the retirement rolls. Under current projections these costs
will exceed 6% of GDP in 2030. This unsustainable trajectory of cost growth will be temporarily
interrupted in the years 2040-55 as low-birthrate cohorts join the beneficiary rolls. Afterwards costs
will resume rising relative to GDP due to increasing longevity interacting with fixed eligibility ages
and scheduled benefits that grow faster than price inflation. Such cost growth is inherently
problematic because it means program finances are not sustainable within a stable tax rate. Unless
cost growth is slowed, Americans are continually at risk of unspecified income losses in the form of
further tax increases.

Rising Social Security costs would be less of a problem if they reflected a greater capacity to
finance higher retirement benefits as a result of increased retirement saving. Social Security,
however, operates as an income transfer program rather than a savings program. Each generation’s
benefits are financed primarily from taxes collected from subsequent generations. One generation’s
financial gain through the system is another’s financial loss. As scheduled benefits and costs rise,
an increasing share of our national resources is committed to financing benefit payments without
increasing our stock of capital available to finance them. Thus, instead of increasing our overall
retirement preparedness, rising pay-as-you-go Social Security obligations reduce the amount of
saving otherwise available to finance retirement income.

Problematic results of current policy include the paucity of other savings held by groups most
reliant on Social Security, and are reflected in academic literature finding that Social Security has a
negative effect on saving. These adverse effects would be exacerbated if lawmakers react to
projected financing shortfalls by increasing taxes rather than by containing cost growth. Long
before the point of combined OASDI trust funds depletion, these rising costs exert increasing
pressure on the government’s general fund, which provides the resources to make cash payments of
interest as well as to redeem bonds held in the program’s trust funds. Thus even during a period of
solvency, Americans are at risk of further income losses as a result of rising income tax burdens or
because of slower income growth resulting from rising federal indebtedness. Rising income tax
burdens in particular would interfere with Americans’ ability to accumulate retirement saving
outside of the Social Security system, a problematic effect because only by increasing saving can
the total resources available to finance retirement income be increased.
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Retirement security depends heavily not only on retirement income and assets but on the number of
years over which financial resources must be stretched. Thus, policies that induce Americans to
leave paid employment prematurely undercut retirement security. Research has shown that the
current structure of Social Security creates ample incentives for Americans to leave the workforce
and thereby increase their risk of outliving their retirement savings. When Social Security was first
established more than three-quarters of a century ago, 65 was the youngest age at which old-age
benefits could be claimed. Today the most common age for benefit claiming is 62, despite
substantial improvements in health and longevity since Social Security’s inception. Research by
Andrew Biggs has shown that seniors who extend their working lives only receive 2.5 cents in
lifetime Social Security benefits for each additional dollar of taxes contributed. Research by Jeff
Liebman er a/ has shown that individuals are more likely to retire at times when such marginal
Social Security tax ra